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Tiivistelmä-Referat-Abstract
This thesis presents empirical models that deal with identifying the determinants of currency crises and the mechanics of them. Also, issues
related to the measurement of realignment expectations are studied. Three independent pieces of research are presented in Chapters 2 through 4.
Chapter 1 contains a selective survey of the literature.
Finnish currency crises are studied in Chapter 2, using an empirical speculative attack model. The approach is modified to allow for plausible
dynamics of prices and money demand and for partial sterilization of interventions, thus abandoning the assumptions of short run PPP and zero
sterilization. In addition, probit models are estimated to study the crises. Both methods suggest that the crises were related to slowing economic
growth and rising unemployment. The probability of a crisis is also affected by domestic credit growth, the real effective exchange rate, and
contagion from the other Nordic countries.
Empirical studies that extract realignment expectations from prices of financial assets have played an important role in shaping understanding of
recent currency crises. In Chapter 3, a model of currency crises is presented where sterilized interventions have portfolio balance effects and the
policymaker tries to stabilize interest rates. The model shows why changes in exchange rate expectations may not fully show in interest rate
differentials, thus suggesting caution in assuming UIP in empirical work on currency crises. In addition, new empirical evidence on portfolio
balance effects is presented, suggesting they were substantial during a recent currency crisis where large sterilize interventions took place.
In Chapter 4, regime switching models are employed to study the ability of economic fundamentals to explain realignment expectations
concerning a number of European currency pegs in the late 1980s and early 1990s. Regime switching models with constant transition
probabilities are compared with linear models, judging by the plausibility of coefficient estimates and by specification tests. The regime
switching models fit relatively well for the Belgian, French, and Danish currencies. The evidence is thus consistent with particular kind of
selffulfilling features in the realignment expectations, since these three pegs do not seem to have been fundamentally misaligned but still came
under pressure.
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